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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


Domestic Economy 


Population (millions) 


FY 87/88 FY 88/89 FY 89/90 
GDP in Current U.S. Dollars 965.0 1301.8 N/A 


GDP Per Capita Current USD 247.0 324.3 N/A 
GDP in Leones 1972/73=100 543.0 552.6 N/A 


Balance of Payments 


Exports (FOB) 105.7 141.6 33.3 
Imports (CIF) 155.8 182.6 17.2 
Balance (exports FOB minus 

imports FOB) 30.2 -28.3 -15.4 -45.6 


Recorded Major Exports CY 1988 CY 1989 Jan/Sept 1990 


Rutile 43.0 64.8 74.9 
(thousand tons) (114.0) (139.6) (88.2) 

Bauxite 22.4 24.5 47.9 
(thousand tons) (1,428.5) (1,557.2) (1,134.0) 

Dimonds 4.3 22.4 ‘ 


(thousand carats) (24.1) (i347) 
0.6 


Gold ‘ Rae 
(ounces) (1425.1) (7160.2) 

Cof fee 15.2 Veo 
(tons) (8026.5) (5163.0) 

Cocoa 14.3 10.5 ° 
(tons) (8531.0) (7572.0) (6606.0) 


U.S. - S.L. Trade 1989 1990 


U.S. Exports to SL (FAS) 251 26.5 
U.S. Imports from SL (CIF) $3.2 45.9 
U.S. Share SL Exports ($%) ‘ 30.1 N/A 
U.S. Share SL Imports ($%) ° N/A N/A 


Money and Prices 1988 1989 Sept 1990 
Money Supply (Ml), Year End 

(millions of Leones) 2239.0 4539.0 8838.0 11807.0 
Cost of Living Index-Dec 


(1978=100) 5730.0 7925.0 14705.0 26891.0 


Principal U.S. Exports (1989): rice, wheat, soy bean oil, used clothing 
Principal U.S. Imports (1988): titanium 


Notes: Statistics must be treated as rough estimates. Source of U.S. 
trade figures is the Department of Commerce. 





SUMMARY AND OVERVIEW 


1990 was a year of change for Sierra Leone. The introduction of 
flexible exchange rate, the elimination of export and import 
licenses, and the signing of several new agreements with foreign 
investors have opened the way for economic revitalization. 
Higher interest rates helped with what had been a debilitating 
currency crisis. A new customs system, increased revenue from 
concessions, new fisheries regulations, and a tightening of 
controls on government expenditures give hope of a reduced 
deficit and lower inflation. An IMF monitored program is 
expected soon. 


Problems remain, however. Inflation is still over 100 percent; 
the deficit is still very large, and the pressure of accumulated 
debts continues to make the Government of Sierra Leone's (GOSL) 
task difficult. Despite its new found freedom, the banking 
system still finds it difficult to compete with the parallel 
market for foreign exchange to the detriment of the economy. 


The mining industry is doing well with record exports of rutile. 
Most diamonds are still smuggled out of the country, but the new 
exchange rate system, possible new licensing arrangements, and a 
new agreement to open a kimberlite project may help change that. 
Agricultural production remains stagnant and the impact of new 


fisheries legislation introduced at the beginning of 1991 seems 
uncertain. 


Opportunities exist for American investors in mining, fishing, 
and agriculture. There is a market for American consumer 
products, particularly textiles, mining and fishing equipment, 
and a growing market for U.S. vehicles. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1990 was Sierra Leone's year of economic restructuring. Starting 
with a cabinet decision in November 1989 and the appointment of a 
new finance minister, the GOSL has been engaged in a remarkable 
effort to bring itself into compliance with the recommendations 
of the International Monetary Fund (IMF) and World Bank. In 
January the GOSL decided to let the leone float against 
international currencies. The result was a sharp devaluation 
from approximately Le 65/$1 to its approximate Le 200/$1 rate at 
year-end; the difference between the bank rate and the parallel 
rate dropped to less than 10 percent. 


In order to deal with a severe cash shortage in the banking 
system, interest rates were raised to 55 percent on treasury 
bills while the maximum rate on time deposits rose from 25 to 46 
percent. The policy seems to have worked as the cash shortage, 
while still present, has diminished considerably. Import 
licenses were abolished, eliminating the rents associated 





with such licenses and the potential for corruption. Near year- 
end, a Dutch customs valuation service, Special Services 
International (SSI), was hired to ensure the integrity of the 
process and hopefully raise revenues. New fishing regulations 
are also being implemented with the hope of increasing revenue by 
several million dollars annually. 


Serious efforts were made to bring the budget deficit under 
control and limit money creation. Though only partly successful, 
they have established the basis for greater progress in the 
future. A new mining agreement with Sierra Rutile has increased 
revenues and opened the way for further investment. 


While the GOSL has still not met all the conditions asked by the 
international donor community, the pace of reform has been very 
impressive and generated a willingness of the donors to take a 
fresh look at the possibilities for assistance. 


Despite its efforts, the GOSL faces considerable difficulties. 
There remains an urgent need to further address the budget 
deficit. Although current expenditures are now believed to be 
under tight control, the government still faces a Le 4 billion 
backlog in domestic debts and obligations for new spending 


undertaken before the new controls were put in place. An effort 
to place a moratorium on payment on those debts has only been 
partly successful. The arrival of 150,000 refugees from Liberia 
has also strained GOSL resources, as has the country's 
involvement in the ECOWAS peacekeeping effort. In general, the 
budget appears to be better managed and with the reduction of 
domestic arrears and limits placed on new obligations, there is 
hope for improvement in the next year. 


While the GOSL has tried with some success to finance the deficit 
by borrowing from the public rather than engaging in money 
creation, there nevertheless was a 70 percent increase in the 
money supply between September 1989 and the same month in 1990. 
In the previous 12 months the increase was 68 percent. Some of 
the recent increase may have resulted from capital inflows from 
the relatively prosperous Liberian refugees and part from 
increased confidence in the banking system and a consequent rise 
in deposits. Neither inflow has been quantified, however, 

and the fact remains that the GOSL is still printing a sizable 
amount of leones. 


As a consequence, prices have risen. The COL index rose 124 
percent in the same period. The only bright spot has been the 
politically sensitive price of rice, which continued to benefit 
from the 1988 reform which allowed its unsubsidized but also 
unfettered importation. With the scarcity factor removed, rice 
prices rose only 30 percent between July 1989 and July 1990. With 
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the market now fully adjusted, rice prices are now keeping pace 
with inflation. 


The Banking Sector: 1990 was a year of major adjustment for the 
local banking community, which is trying to adjust to a much freer 
but much more competitive system. The rise in interest rates 
forced upon banks by the government appears to have helped what 
had been a severe crisis in cash availability. (Technically the 
banks had been liquid and solvent, but were unable to pay cash to 
depositors who refused to take checks.) At the same time, 
tightening of credit severely limited their ability to make new 
loans and caused many existing loans to be called. 


The private sector has suffered for years from a lack of foreign 
exchange. Though dollars were readily available in the black 
market, a prohibition against their purchase discouraged their use 
by many of the larger firms. (Except for a short period during 
the Economic Emergency Act of 1987, the country's merchants and 
diamond dealers continued to use the black market.) 


The government hoped that the movement to a flexible exchange 
rate would allow the banks to compete more effectively with the 
black market. Although progress has been slower than expected, 


foreign exchange does seem to be more available to legitimate 
users than before, and the prospect of the establishment of 
foreign exchange bureaus should improve the situation further. 


Foreign Debts: Sierra Leone's official foreign debts are believed 
to exceed $600 million. The situation leaves the government 
little room to maneuver and often forces it to scramble 

to meet one critical debt payment after another. By far the most 
Critical is the approximately $115 million in arrears to the IMF. 


New loan agreements with the World Bank are being delayed because 
of the government's 10 million SDR's arrears with that institu- 
tion. A $48 million development loan from the African Development 
Bank for the transmission lines for the now-under-construction 
$110 million Bumbuna hydroelectric project (financed by the 
Italian Government) will take off once settlement of arrears has 
been made. Some bilateral assistance has been cancelled or 
delayed due to outstanding arrears. A GOSL quaranteed commercial 
debt with Philips Brothers led to a lawsuit which commits much of 
the country's coffee and cocoa crops to payment of the debt over 
several years. On the positive side and in recognition of the 
GOSL's efforts at restructuring, both Shell and Mobil Oil have 
forgiven a sizable part of old petroleum debts. The GOSL is 





trying to make a major effort to bring order to its debt 
situation and avoid new obligations. 


Key Sectors 


Petroleum: The difficulties with the foreign exchange market 
show themselves most clearly in the petroleum market. Years of 
GOSL attempts to control the purchase of crude oil led to severe 
shortages and long gas lines as the government struggled to find 
the foreign exchange to pay for the crude. It was expected that 
the floating of the leone would allow the banks to accumulate the 
foreign exchange necessary to finance crude or refined products. 
The expectation has not been met perhaps because of lingering 
controls restricting those who can deal in foreign exchange. 


Diamonds: Diamonds are Sierra Leone's chief export with a large 
percentage of gem quality stones. Total exports are only a 
matter of conjecture, but figures of $300-$400 million are 
regularly quoted. Based on production figures from the 1970s and 
the difference between the country's other reported exports and 
imports, the Embassy believes the actual number may be closer to 
$100-$150 million. Whatever the amount, neither the government 
nor the banks see much of the foreign exchange from the industry 
as the vast majority of gems are believed to be smuggled out of 
the country. Regulations controlling the diamond industry 
changed several times in the last 18 months as the GOSL tried to 
find a way to increase its revenue and foreign exchange earnings 
from this export. As the new year starts, the GOSL is again 
trying to change the system, this time to make it attractive to 
the recognized international diamond dealers. Details on the new 
system have not yet been finalized. 


A possible important new source of revenue for the government is 
a mining concession on the largest known kimberlite pipe in the 
country. An agreement with an American company, Sunshine Mining, 
was signed in early 1991. 


Rutile: Sierra Leone's largest recorded export in dollars if not 
in value added is rutile, titanium dioxide, mined in the Sherbro 
area by an American firm, Sierra Rutile, a division of Nord 
Resources. A record of 88,000 tonnes worth $75 million was mined 
in January-September 1990. The company expects to reach the 
mine's richest ore body in a few years. In 1990 the company and 
the GOSL reached terms on a new agreement regarding the 
concession. 


Bauxite: The country's second largest recorded export is 
bauxite, mined by the Swiss firm, Sieromco, also in the Sherbro 
area. Its production has increased steadily in recent years to 
50,000 tonnes in 1990. 





Gold: Gold, like diamond mining in Sierra Leone, is mostly 
alluvial and also suffers from smuggling, which appeared to 
worsen in 1990. 


Rice: Sierra Leone's main crop as well as the mainstay of the 
national diet is rice. Sierra Leone was once a net exporter of 
rice; however, subsidized imports in the 1970s and early 1980s 
proved a disincentive to its production. Sierra Leone now imports 
100,000 tonnes of rice yearly, 25 percent of national 
consumption. The government's successful effort to privatize 
rice imports without subsidies has eliminated much of the wild 
swings in domestic prices of the past. While many of the recent 
reforms will help, high transport costs, lack of adequate storage 
capacity, and the high cost of agricultural inputs will make the 
GOSL's goal of self-sufficiency difficult to achieve. 


Coffee: With year-to-year variations, Sierra Leone exports 
approximately 9,600 tonnes of coffee. The industry appears to be 
stable but not growing at the moment, as production is dependent 
primarily on the weather. In 1989 a shortage of currency 
complicated buying and may have hurt recorded exports. Most 
coffee is bought and exported by the Sierra Leone Produce and 


Marketing Board (SLPMB) or a private exporter, Eric James 
International. 


Cocoa: Cocoa exports also vary widely from year to year, 
averaging 7,000 tonnes in the last decade. Unprocessed cocoa 
exports have fallen in the past two years with the development of 
a cocoa processing plant which produces cocoa powder for both 
domestic consumption and export. Like coffee, cocoa is exported 
by both SLPMB and Eric James. 


Fishing: Sierra Leone's waters are rich in fish and shellfish. 

A Soviet fishing fleet has regularly fished the waters for many 
years, sharing 15 percent of its catch with the local company, 
Sierra Fisheries. The latter also has an operational fleet of 12 
boats including 8 shrimpers. The shrimp and some lobster are 
generally shipped to Europe. Smaller local and mixed fleets have 
also existed. Starting in January 1991 new fishing regulations 
went into effect that substantially raised the cost of licenses 
to $50 per registered tonnes/vessel while maintaining the 15 
percent surrender of the catch. Fisheries protection has been 
turned over to a joint British/Sierra Leone company that will 
patrol the waters and share license and fine revenues. For the 
moment, the Soviet fleet has left and the plans of local 
fishermen are uncertain. 


Tourism: With the best beaches for swimming in West Africa, 
Sierra Leone has a small but growing tourist industry. Most of 
the tourists are French and come in package tours to the two 
major resort hotels. A third hotel has just opened, and two more 
are under construction. Airline services are also increasing as 
Sabena has joined British Airways, KLM, and UTA as the European 
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airlines servicing Freetown. In early 1991 tourism had fallen 
off because of the Gulf War, but the long-term trend is still 
very positive. 


IMPLICATIONS FOR THE UNITED STATES 


The United States will provide approximately $5 million in PL-480 
Title I food aid in 1991. An additional $1 million is provided 
in Title II food aid. There is also a seven-year $3.5 million 
grant to the Opportunities Industrial Action Center for 
vocational training. Smaller amounts are given to the defense 
forces for humanitarian purposes. Another $75,000 is shared by 
the court system and the Society for the Preservation of Human 


Rights to assist the GOSL to improve the country's human rights 
Situation. 


Prospects for American business: The GOSL wants to attract 
foreign investment, particularly in mining, fishing, agriculture, 
and tourism. Sierra Leon's skilled tailors and low labor costs 
make it a natural for clothing manufacturers. Investors are 
protected by an agreement that allows for arbitration under the 
1965 World Bank Convention. Legislation provides for the transfer 
of interest, dividends, and capital repatriation. All investors 
should proceed cautiously. While many good and legitimate 
opportunities do exist, so also do "local partners with good 
connections" who are willing to take investors’ money without 
delivering their share of the deal. Successful investors should 
expect to be in for the long haul and maintain a physical 
presence in the country. 


In the past, Sierra Leone's economic problems have left only a 
small market for U.S. products. The situation is changing as 
U.S. goods have become more competitive and gained an excellent 
reputation for quality. Consumer goods of all kinds, processed 
foods, textiles, and industrial seconds are all in demand. 
Mining and fishing equipment are also possible markets; in 


addition, considerable interest has been shown in American 
vehicles. 


* U.S. Government Printing Office : 1991 - 282-906/20060 
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